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Tax Credit Guidelines January 22, 1988 


Commonwealth of Massachusetts 


LOW-INCOME HOUSING 


TAX CREDIT GUIDELINES 


I. Background and Brief Summary of the Tax Credit Provisions 


The Tax Reform Act of 1986 created a tax credit to stimulate the pro- 
duction and preservation of low-income housing. The tax credit is avail- 
able for investors in the production or preservation of low-income housing 
for projects completed in 1987, 1988, and 1989. The tax credit is 
initially equal to either 9% or 4% (see below) of the cost of the project 
for a period of ten years -- or altogether 90% or 40% of the cost. If able 
to be used effectively, the tax credit could generate over $50 million per 
year in equity contributions for the development of mixed-income housing in 
Massachusetts. 


The tax credit can be used with both tax-exempt bond financing and 
taxable (i.e. conventional) financing in the construction and substantial 
rehabilitation of low-income housing units. It can also be used to acquire 
existing low-income housing units. 


When used in conjunction with conventional financing for new develop- 
ment, a tax credit initially set at 9 percent per year for ten years (for a 
total of 90% of the investment) can be taken on qualified expenditures for 
low-income units. Qualified expenditures would include the cost of new 
construction (or substantial rehabilitation) but would not include the cost 
of land, and is limited to the investment in qualifying low-income units. 


A credit initially set at 4 percent per year for ten years (or 40% of - 
investment) can be taken on the acquisition cost of existing low-income 
units, provided that the property has been in service for at least ten 
years. Again, the value of the land would be subtracted from the total 
acquisition cost in calculating the basis against which the tax credit 
would be computed. 


In addition, all projects financed with tax-exempt financing are 
eligible to receive the 4% credit for ten years. Since tax-exempt 
financing is already subject to a cap (the ~o-called "private activity 
bond" volume cap), tax credits used in such projects are not subject to the 
‘tax Credit cap. 


It should be noted that the tax credit amounts are set at 9% and 4% 
respectively for 1987. In subsequent years, the percentage will be 
determined by a formula tied to the prevailing interest rate on federal 
obligations. 
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Low-income housing tax credits used in conjunction with conventional 
("taxable") financing are subject to a cap. The cap is equal to $1.25 per 
capita, or $7,277,500 for Massachusetts per year. The annual allotment of 
the tax credit to each state must be used within the year; there is no 
carry-forward ability for tax credit authority. This annual amount is 
expected to support the development of approximately 1200 qualifying low- 
income units. To be eligible for the credit, a project need not be all 
low-income. This will permit the development of mixed-income projects and 
means that the total nu..per of housing units in credit-assisted projects 
could equal 4000 to 5000 units per year. 


P:rsuant to the Tax Reform Act, in order to be eligible to use the tax 
credit, projects must meet certain qualifications: 


(1) the project must meet certain targeting restrictions: 


(a) at least 20 percent of the rental units in the project must be 
rent restricted and occupied by households with incomes no 
higher than 50 percent of the area median income, or 


(b) at least 40 percent of the rental units must be rent 
restricted and occupied by households with incomes no higher 
than 60 percent of the area median income; 


(2) the "rent restricted" units must have their gross rent set at a 
level that does not exceed 30% of the relevant income limitation 


cited above; and 


(3) the project must be retained as rental housing, with the restric- 
tions noted above, for a period of 15 years (referred to as the 
“lock-in period") or, in the event that the project is not so 
maintained, 2a portion of the credit benefit must be repaid in 
accordance with a federal formula. 


It should be ioted that these targeting restrictions and the lock-i- period 
are essentiaily the same as those required by the new federal tax law in 
projects financed using tax-exempt bonds. 


In addition to these federal requirements, EOCD will require that, upon 
commencement of construction, each project owner enter into a land use 
restriction agreement limiting the use of all of the low-income ,winits to 
rentél housing, with the income and rental restrictions, for a period of 
fifteen years. Further, in the event that the market rate units are 
converted to homeownership during the fifteen year period, the regulatory 
agreement will require that 10% of the units be sold to moderate income 
families at affordable prices in accordance with EOCD's HOP program. 


The tax credit can basically be used only for housing projects "placed 
in service" within the three-year period between January 1, 1987 and 
December 31, 1989. (Projects. started before January 1, 1990 but not 
completed by that date may qualify for the credit under certain 
circumstances. ) Tax credits are formally allocated to a project when it 
is "placed in service" (i.e., completed for occupancy). The tax credit is 
sunset at the end of ceiendar year 1989. 
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At least 10 percent of the tax credit authority of each state must be 
reserved for projects that are developed by non-profit organizations, one 
of whose exempt purposes is the development of low-income housing 


On February 12, 1987, Governor Dukakis signed Executive Order No. 271, 
assigning the state's tax credit limit to the Executive Office of 
Communities and Development (EOCD). These Guidelines were developed in 
accordance with the Executive Ordezx and with EOCD's goal of utilizing the 
tax credit to maximize the availability of affordable rental housing for 
the citizens of Massachusetts. 


The Secretary of the Executive Office of Communities and Development 
may waive previsions of these Guidelines or may make exceptions to these 
Guidelines in reserving allocations of the tax credit cap for housing 
projects. 


II. The Program 


EOCD intends to use the low income housing tax credit, to the greatest 
extent possible, to produce additional affordable housing. In the context 
of this goal to produce and preserve as much housing as possible, the tax 
credit will be used: 


o to meet the most pressing housing needs of the Commonwealth in a 
manner with maximum positive impact on the community, and 


o to leverage the maximum level of affordable and market-rate housing 
in mixed-income developments. 


Developers are encouraged to apply for an allocation of the 1987, 1988 
or 1989 tax credit cap when they have a project that appears to meet the 
objectives of this program. If EOCD agrees that the development meets the 
objectives of this program, then the development may be given a conditional 
reservation of the tax credit authority. 


If the project meets the conditions of this reservation, then it will 
be given an allocation of the tax credit cap during the year in which the 
low-income units are placed in service: 


Those owners intending to construct a project pursuant to a Comprehen- 
sive Permit, as specified in Chapter 40B, must be either a non-profit 
organizattion or a "limited dividend organization." EOCD has determined 
that a dividend limitation of 10% on equity (which includes all project 
costs and a builder's and sponsor's profit and risk allowance of 20% of 
costs) would qualify an entity as a "limited dividend organization" for 
this program. This limitation may be modified from time to time to account 
for the impact of general economic changes to assure that owners are 
limited to a restricted but fair return. 
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III. How to Apply for an Allocation of the Tax Credit Ca 


Applications for an allocation of 1987, 1988 or 1989 tax credit can be 
submitted at any time. Developers of such projects should submit the 
information described in Attachment A, “Application for a Tax Credit Cap 
Allocation." 


With the application, the developer will provide EOCD with a schedule 
for when: 


firm financial commitments will be made to the project; 
construction and rortgage financing will close; 

construction will commence; and 

completion of project (that is, when the units will be “placed in 
service") and ability to use credit. 


0000 


Developers will be required to pay a processing fee in order to 
qualify for an allocation of the tax crzdit cap. The total fee is equal to 
one-half of one percent (1/2 of 1%) of the qualified basis of the low- 
income units of the project for which tax credits are being requested. The 
fee for non-profit developers will be half of the fee charged to for-profit 
developers. An application fee of $1000 ($500 for non-profit developers) 
or 50% of the total fee, whichever is less, should be submitted to EOCD 
(payable to the Commcnwealth of Massachusetts) at the time o: an initial 
request for an allocation of the tax credit. This application fee is non- 
refundable. The balance of the fee is due if the project is given a 
reservation of the tax credit cap and must be paid to EOCD (again, payable 
to the Commonwealth of Massachusetts) when the construction financin, for 
the project closes. 


At the time when the construction financing closes, the developer must 
execute a land use restriction agreement which will require the project to 
meet the targeting and lock-in requirements. 


IV. How Allocations of the Tax Credit Cap will be Made 


Tax credits will be awarded to projects on a competitive basis, based 
on a set of criteria (described in Section V below). Projects will first 
be judged on a set of threshold criteria. Those projects that do not meet 
tnese threshold criteria will not be considered further. Those projects 
that meet these th~eshold criteria will then be judged and ranked in 
relation to a set of competitive criteria. Those projects of the 
highest ranking will then receive a conditional reservation of a tax 
credit allocation. Such reservations will be conditional commitments, 
in that they will be subject to the low-income units of the project 
being placed in service in the year in which the tax credit allocation 
has been applied for. 


Frojec.s must be reasonably ready to close before they can qualify for 
a formal reservation of tax credit authority. One condition of such a 
reservation will be that the project must be abie to show evidence of being 
able to receive firm financial commitments within 60 days of receiving a 
commitment to a reservation of tax crwedit authority and be able to close 
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financing within 90 days of the commitment to a reservation. 


If unable to close within the 90 day period cited above, a sponsor 
can obtain a 90 day cxtension through posting a letter of credit equal t 
3% of the credit base (up to a maximum of $200,000) which would be 
forfeited if the project did not close and the Commonwealth could not use 
the credit. An owner would have the option to terminate the tax credit 
reservation during this second ninety day period and forego a pro-rata 
portion of the, letter of credit. 


For example, it is assumed that a production project ould need a 15 
to 20 month lead time, that is, “reservations" of tax credit allocations 
for production projects must be made 15 to 20 months before thy can be 
used when the project is put into service. * preservation project would 
need just a four to eight month lead time, so reservations for preservation 
projects must be made four to eight months before the project is put into 
service. These lead times needed to develop production and preservation 
projects create the following target dates for the reservation of the tax 
credit cap for 1987 through 1°89. 


TABLE I 


Target Dates: Reservation of the Tax Credit Cap 


Year Production Preservation 
Projects Projects 

1987 Mareh 35) 1987 June 30, 1987 

1988 March 31, 1988 June 30, 1988 


1989 March 31, 1989 June 30, 1989 


Given the short period of time available in which to use the 1987 tax 
credit (and the resultant difficulty in using them for . roduction), 1987 
uses are weighted more heavily towards preservation. A certain amount of 
the approximate $7.3 million available for tax credit in 1987 has been set 
aside for production uses. Tax credit uses in 1988 and 1989 are weightec 
more heavily toward production uses. For amounts set aside for production 
and preservation in 1987, 1988 and 1989, see the Tax Credit Reservation 


Schedules A and B. 
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V. Criteria to be used in Selection of Projects 


Projects for which an allocation of the tax credit cap has been 
requested will be evaluated in a two-tier process. First, projects will be 
evaluated on the basis of a set of threshold criteria. Those projects that 
do not meet these threshold criteria will not be considered any further. 
The threshold criteria that projects receiving allocations of the tax 
credit cap must meet are described below. 


Threshold criteria: 


1. The project should have demonstrable evidence that it is 
financially feasible. In particular, the project should show 
evidence of lt-eing able to receive firm financial commitments 
within 60 days of receiving a commitment to a reservation of 
tax credit authority. It should be noted that the project 
must be able to close financing within 90 days of receiving 


om this reservaticn (although a sponsor can obtain a 90 day a 
: extension of this 90 day time frame by posting a letter of 
eredit).; 


2. The qualificati-ns and experience of the project owner and 
development team should indicate that they will be able to 
carry out the project within the specified scedule. 


3. The project is ready to move to construction. The project 
should have obtained site control, zoning and other necessary 
approvals and permits, advanced design documents, etc. 


4. The project to be given an allocation fulfills the goals of 
this program and the housing goals of the Commonwealth. 


5. The project to be given an allocation of the tax credit helps 
to meet the Commonwealth's Affirmative Actien goals by 
providing housing for and job opportunities to 
minorities. 


Projects that meet the above thresenold criteria will then be evaluated 
on the basis of the competitive criteria described below. Only those 
projects that receive the highest ranking with respect to these competitive 
criteria will be given reservations of the tax credit. Such reservations 
will be condition upon the date by which low-income units of the project 
must be placed in service. 


Competitive Criteria: Points 
A. Housing Need: (40) 
1. The degiee to which the allocation of 20 


tax cred:t will leverage the maximum 
creation of additional low-income and 
other affordable housing units. 


ae ae 


aol Hi aa. uA oF 
‘ c \3 i hc : én at 
5 c : ee Baer 1 4 i v A H p 
4 : ~ ie i . \ j 
t , 3 mn if \ 
‘ " me) Py 1 
. ric la nt 7 wy l 
ie y ’ fe, ; wi Din ober rae S ‘ 
; ; , P 5 ' i Gr 1S Wee 
i ' ; ; % 1 } i fe > J 
br { oer) Be . Par; bit 3 
, Le ( fj % j 
| . et eae fonliebiog, ziba7 
i { 1 ; . : E t ‘ eA bs A de 
4 > ps ; n i 
t 1 1. a i, , 
‘ ’ 4 J . ' ri f 
j ot i" ‘a r By , 
eee \  Beees S£08)5) DgGh og 02.9 
; 4 = . i ; > 
eel 4a ea75 ad " : ‘ ue Os, : ; 4 
P 4 ~ es cA? eh? % HS t fast ae 1 ee Gy i Ds hs 
. tS bu : ‘ Se ot 
ral 2 ! ‘a ta % C _% iy par rn | oR 
; L, , 'y ees SaSonIT®: “eisg~oue * He 8 PMA SR, 26 ‘23 
' he Da ’ ; : ia Z 
798 q $s0a7 BLVO7239. blodwewd?- Yo 7 - Cex oom 
ena ee by i. = ’ ye | Tt die. ! : , f ee 
STHSLAHSS 89° JOR SiR a tess hi ieee. gata aa 
5 “i nam £4 , ‘ ) : - ae 
i / 191 JaRO@ils anivia 03 BIef 050 i 4 “« Blake 
= 1 » 7” 
he -WeeSe LOT 50$6 ogy mn P°oR tae 
r >; A ~ 
me ae © DP ee: 
' ne hap. te Gviventacomakh, evar bl. ? ; > 
eo 2 a : he : ars he eau at z “y pb} a } | } : 
ioe en y ‘Baz - ; A “i fh + ie 
; 
ee Pa E F wn ver n , . } ins 
‘ ph i , i. " 
. ; a Par ' / 
ia) — s k i 
vis & Y M4AR9LW St Seew ’ fs : 3 
4 ’ * g Lg 7 ; : 
( Mid Ss } ns « wuc & i § i 
~—, y ~ "4 
’ ty ya iar Be Py tas + 
“sy 
y 
| ih 09 se tose! odd 4 Jf Seqhe- t& i 
; j J mit ts ere ‘ ies a3 
Li j a1 % a 
_ i : T/ ; 
4 y "I * 
4 D 4 oe “ + " 
“— ea j 8 fs ew 
SRSHIO: ch ’ wart] : ‘ 
; : , 
| 
| : 
“ 4 i " ~ ¥ 
j ? on a % 
j : ‘ x 
' 4 
a 
Y =. " \ a | r 
; , " 
f i : 1 
7 i b 7 re ee 
. » i i ; 
7 4 e Ay J 
¥ \ 4 A * 1 
. = a ah. 
° ; Took 
rm ? U aC) <r : ' ‘oy : Avr 
’ bs 
, 1 he ue eet eee 
4 7 7 
. We a 
ited i 
1 1 , if 4 ; £ 
; Ds ; : 
tr ‘ : 7 ) + ¥ 
: i 
; ‘ } 
1 y 
i 
! : 7 
% 


Tax Credit Guidelines 


4. 


The degree to which the low-income 
units will meet the housing needs of 
the community and region. 


The degree to which the overall 
project (including the moderate and 
narket rate units) will meet the 
housing needs of the community and 
region. 


Readiness to move into construction. 


Competitive Criteria (continued): 


B. Impact: 


Ms 


The positive impact which the project 
will have upon the community in which 
it is located. 


2. The degree to which the project 
minimizes the need to divert other 
State resources. 

3. The degree to which the project will 
serve +o broaden opportunities for 
minorities. 

CerCuadliity: 

1. The qualifications of the development 
team. 

2. The quality and suitability of the 
site. 

3. The quality of the plan (design, 


Manageability, compatibility) 
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TAX CREDIT RESERVATION SCHEDULE 


In Millions 


As of Total Available Total Reserved Net Available 
January 198¢ 1988 1989 1988 1989 1988 1989 


$7.278 $7.278 $4.074 $1.052 $3.204 $6.226 


